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ABSTRACT 
Organizational innovation is considered a source of competitive advantage to Small and Medium Enterprises (SMEs) in 
Malaysia. Previous research found that organization which lead in a more innovative behavior is likely to initiate an 
organizational change that could affect organizational performance. Hence, the aim of this study is to investigate the role of 
entrepreneurial orientation in relation to organizational innovation in Malaysian SMEs. Entrepreneurial orientation is proposed 
as the spark that stimulates the innovation activities in SMEs. Therefore, this article discusses the concept of organizational 
innovation, entrepreneurial orientation and end with the proposed framework of the relationship between entrepreneurial 
orientation and organizational innovation. 
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1. INTRODUCTION  
The importance of SMEs to the country cannot be refused, particularly their function in sustaining a competitiveness 
and economic evolution. Thus, the ability of technology, competitiveness, and innovation potential of SMEs need to 
increase, and their contribution to the economic system, and its effectiveness need improvement. For that cause, in 
SMEs, innovative capabilities are seen as crucial in attaining a dynamic, competitive advantage so that they can last in 
the rapidly fluctuating economic environment today (Romijn & Albaladejo, 2002). Through this innovative capability, 
SMEs can choose, expand, operate, maintain, adjust, improve, as well as develop new technologies and products. 
Thus, organizational innovation (OI) is a prerequisite for Malaysian SMEs to be successful and survive (Akman & 
Yilmaz, 2008). Indeed, a critical factor in the success and survival of SMEs is the extent to which the innovations 
performed in the organization. Therefore, in this study, researchers placed the entrepreneurial orientation (EO) as 
the most utilized innovation antecedents that can provide positive impact to the success and survival of organizations 
(e.g. Avlonitis & Salavou, 2007; Hult, Hurley, & Knight, 2004; Lin, Peng, & Kao, 2008; Nasution et al., 2011; Rhee, 
Park, & Lee, 2010; Salavou & Lioukas, 2003). Furthermore, some studies also stressed that the EO (Lin et al., 2008; 
Nasution et al., 2011; Salavou & Lioukas, 2003) had been a key factor for successful innovation yet not much empirical 




2. LITERATURE REVIEW 
 
2.1 ORGANIZATION INNOVATION (OI) 
Research on organizational innovation (OI) has been so popular in the past few years, and it remains to be prolonged 
in the academic field (Damanpour & Gopalakrishnan, 1998). In a general sense, OI means "adopt a new idea or 
behavior by an organization" (Daft, 1978, p. 197). It refers to the process that generate, develop and implement new 
ideas or behavior, to the organization during the period of adoption (Damanpour, 1991; Damanpour & Evan, 1984; 
Damanpour & Gopalakrishnan, 1998). This definition includes a wide range of innovation in every aspect of the 
organization, such as devices, systems, processes, policies, procedures, programs, products or services that are 
widely available. Thus, innovation covers fresh ideas or implementation or development of behavior, which includes 
products or services, new technologies in the manufacturing process, the new administration system or structure, 
or a new plan or program to link the members of the organization (Damanpour, 1991). Exactly, it is the operation 
of transforming the organization, either in the internal or external environment, with the intention to bestow to the 
more respectable functioning of the organization (Damanpour, 1991). 
The organizations which actively adopt the innovations (specifically to be a step forward from competitors), whether 
in new product or services, a new production of technology, a new structure or administrative system or a new plan 
or program, most promise positive implications for its performance (Damanpour & Gopalakrishnan, 2001; 
Damanpour & Schneider, 2006). As stated by Damanpour and Schneider (2006), organizations should innovate to 
be effective, and even to be more successful and keep surviving. Thus, in relation of investigating the OI impacts in 
the organization, several innovation types or dimensions and their determinants have been evaluated. Initially, 
previous literatures denoted that organizational innovation can be categorized into two different types, which are 
technical or technological innovation and managerial or administrative innovation (e.g., Daft, 1978; Damanpour & 
Evan, 1984; Damanpour, Szabat, & Evan, 1989; Kimberly & Evanisko, 1981). However, recent studies have classified 
the three components of organizational innovation, namely product innovation, process innovation and managerial 
innovation (Ha & Said, 2008; Jimenez-Jimenez & Sanz-Valle, 2008; Ling & Nasurdin, 2010; Nasution, Mavondo, 
Matanda, & Ndubisi, 2011). 
Additionally, researchers tend to measure a variety of dimensions; nevertheless, only certain of them have been 
widely employed in many studies, suggest the importance of the dimensions (Damanpour, 1991). Those variables are 
prominent in order to determine the innovations level in an organization, as suggested by Kimberly & Evanisko 
(1981); comprehensive analyses are required in order to understand innovation adoption in an organization. In 
addition, taking on innovation in the system can predict organizational performance (Calantone, Cavusgil, & Zhao, 
2002), as well as SMEs’ performance (Heunks, 1998; Pinho, 2008), though sometimes the SMEs are not actively 
involved in innovation due to the constraints of expertise and financial (Ngah & Ibrahim, 2009). Thus, from the 
previous literature, OI can be considered consists of many types of innovation and most organizations adopting these 
innovations concurrently to reach their goal. Accordingly, in line with Damanpour (1991) and Ha and Said (2008), 
OI is conceptualized as the extent to which the top managements’ perceived the organization have accepted, adopted 
and implemented new ideas in terms of product, process and managerial innovation. The following discussions briefly 
clarify the three types of OI: product, process and managerial innovation that will be used in this study.  
In this study, product innovation is conceptualized as the extent to which the organization has launched a new 
products and services, modify the existing products and services, opening new markets, have a variety of products 
and succeed in new products and services compared to competitors (Ha & Said, 2008). Since SMEs are lack of 
resources and limited capability, the opportunity to enhance new product development should be taken over. This 
is because product innovation may provide a competitive advantage to the SMEs through improvement in product 




Following Ha and Said (2008), this study conceptualized process innovation as the extent to which the organization 
has introduced new elements such as inputs and systems to facilitate the processes of producing  products and 
services, which include a new production process from transforming raw materials to end-product as well as all 
activities that involve in accompanying the process. With the new way in production processes, activities, it will 
support SMEs to produce products and services with fewer inputs (Ha & Said, 2008). Therefore, SMEs should 
reengineer their production processes in order to improve their productivity and efficiency (Yamin, Mavondo, 
Gunasekaran, & Sarros, 1997). 
Managerial innovation is conceptualized as the extent to which the organization has new policy changes relating to 
recruitment of employees, resource allocation, tasks, procedures and authority structure, rewards distribution and 
information systems implementation to facilitate communications and decision-making in the organization. It also 
involves the adoption of organization in modern techniques of management, such as Total Quality Management, 
Total Quality Control and Just in Time Delivery (Ha & Said, 2008). Given the importance of SMEs to remain 
competitive, it is required to SMEs to innovate their management systems so that the new systems will increase 
productivity and lower the cost (Damanpour & Evan, 1984).  
 
2.2 ENTREPRENEURIAL ORIENTATION (EO) 
Upon participating in a business field, both new and existing ventures or firms required the entrepreneur to pursue 
business growth, technological enhancement, and wealth creation, which determines the success and survival of a 
firm (Lumpkin & Dess, 1996). Entrepreneurship scholars construct enormous factors in attaining those positive 
impacts. Previous reviews in entrepreneurship showed that EO is a main ingredient in achieving firm success 
(Lumpkin & Dess, 1996; Wang, 2008). According to Helm, Mauroner, and Dowling (2010), EO is critical supported 
foundation for an entrepreneur to play roles in entrepreneurship, such as an idea creator, internal entrepreneur, 
project head, technological porter, and project promoters. They also argue that EO reflects the basic orientation of 
the entrepreneur and the new side business, respectively. Covin and Slevin (1988, p. 218), emphasize EO as the 
innovativenescs, proactiveness and risk-taking of a firm, whereby it demonstrates the “extent to which top managers 
are inclined to take the business-related risks, in favoring changes and being innovative, in order to obtain a 
competitive advantage for their firm, and compete aggressively with other potential competitors."  
The idea of proposing EO is based on the strategic management theories and literature, which accented on the 
strategic choice perspective, and focused on the new entry development (Certo, Moss, & Short, 2009; Child, 1972; 
Dess & Lumpkin, 2005; Lumpkin & Dess, 1996). Therefore, EO highlights the aims and activities of an entrepreneur 
in training for the new entry creation. The current studies by Rauch, Wiklund, Lumpkin, and Frese (2009) considered 
the EO as a firm-level process of strategy-making that is used to perform their goals, vision, and build competitive 
advantages. Furthermore, from the prior studies of EO, the pioneer researchers saw the firm or organizational 
process involved in influencing the strategy-making processes, such as planning, decision-making and management 
(Lumpkin & Dess, 1996), cultures, shared values and vision (Hart, 1992). Hence, some key constructs dimensions 
were indicated by discovering related variables involved in the integration (Lumpkin & Dess, 1996; Wang, 2008).  
Building upon the prior studies by Mintzberg (1973), Khandwalla (1977) and Miller and Frisen (1982), the original 
conceptualization of EO dimensions was derived from Miller (1983, p. 771), who suggested three dimensions of EO, 
namely; innovation, proactiveness and risk-taking. It is due to his description that an entrepreneurial firm “engages 
in product market innovation, undertakes somewhat risky ventures, and it is first to come out with proactive 
innovations, beating competitors to the punch…” He emphasized that the dimensions were complementary to each 
other, and represent a primary uni-dimensional construct.  
Lumpkin and Dess (1996) stated that innovativeness refers to the propensity of a firm to develop new ideas, novelty, 
inventions, experimentations, and creative processes, which affected latest products, services, and technological 
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practices progression. Meanwhile, the earlier studies defined proactiveness as the pioneering or initiative nature of 
firms as a method to compete aggressively with other competitive firms (Miller, 1983). Pursuing and seeking new 
opportunities, and thoroughly investigating new chances in the marketplace had a valuable impact on 
entrepreneurship as it influenced the effectiveness of a business (Lumpkin & Dess, 1996). Essentially, a proactive firm 
will be the first in entering a young marketplace and new product introduction, in prospect of the strategic planning 
of the future opportunities that had earlier been initiated by them (Certo et al., 2009; Dess & Lumpkin, 2005). Risk 
taking refers to a firm’s tendency in engaging with risky projects and embarking on a new venture, although its 
influences, impact, and successfulness are unknown (Certo et al., 2009; Dess & Lumpkin, 2005; Lumpkin & Dess, 
1996). It is the willingness of an entrepreneurship to utilize as well as to allocate more resources to a project without 
knowing the outcome for the company (Wiklund & Shepherd, 2005). 
Furthermore, this is consistent with most of the recent studies who agreed that EO should only embrace 
proactiveness, innovativeness and risk-taking dimensions (e.g. Davis, Bell, Payne, & Kreiser, 2010; Hansen, Deitz, 
Tokman, Marino, & Weaver, 2011; Kreiser & Davis, 2010; Perez-Luno, Wiklund, & Cabrera, 2011; Rauch et al., 2009; 
Rhee et al., 2010; Tang, Kreiser, Marino, Dickson, & Weaver, 2009). Consequently, following previous scholars, this 
study conceptualizes EO as the extent to which owners/managers of SMEs tend to favor change and innovation with 
the aim of achieving a firm competitive advantage (the innovativeness dimension), to engage in business-related risks 
(the risk-taking dimension), and to compete with other firms aggressively (the proactiveness dimension), which can 
lead to new entry creation. Following, further explanations of the relationship between EO and OI are discussed in 
the next subsection. 
 
2.3 RELATIONSHIP BETWEEN EO AND OI  
Lee and Hsieh (2010) highlight EO as the spark that fires up the innovative activities in an organization. The rationale 
of the EO consideration in innovativeness behaviors is that the EO will be an extension of the ‘strategic choice’ 
perspectives (Child, 1972). The entrepreneurial style can be a significant innovations antecedent, especially in SMEs, 
whereby the managers or top managements play a part in influencing the innovativeness acts in a firm (Avlonitis & 
Salavou, 2007; Salavou & Lioukas, 2003). Findings of previous studies emphasized that EO is directly related to 
innovative culture and activities. Owners/managers of SMEs that practice an EO generally possess the capacity to 
introduce innovation in the process, product or idea in their organization (eg. Avlonitis & Salavou, 2007; Rhee et al., 
2010; Salavou & Lioukas, 2003). Salavou and Lioukas (2003) also found that EO in SMEs is more prominent than the 
marketing orientation and technology policy to encourage aggressive behaviors toward the innovations. Thus, 
building the vigorous of EO might be an accelerator to the organizational innovation and a productive paradigm for 
a new line or market emergence. 
Specifically, innovativeness in SMEs reflects “a willingness of the owners to learn about and to adopt innovations, 
both in the input and output markets” (Verhees & Meulenberg, 2004, p. 138). This innovativeness in the EO domains 
captures the innovativeness of the owners/managers in which they attempt to support new ideas, creativity 
processes, experimentation, novelty, technological leadership in running their business. As described by Verhees and 
Meulenberg (2004), innovative managers or top management would prefer working differently from existing 
practices. They normally have an open mindset in accepting new things, especially in problem solving. Due to the 
constraints of resources and capabilities within SMEs, owners/managers should display higher commitment in 
supporting new development of products, processes and new ways of working (Laforet & Tann, 2006).  
Proactiveness is conceived by “top management’s willingness to carry out actions before competitors” (Salavou & 
Lioukas, 2003, p. 99). According to them, proactiveness requires the managers or top management to be more 
proactive and capable of carrying out actions towards the opportunities and new development and production before 
the competitor. The top management is responsible to initiate changes in an organization from being proactive in 
89 
 
seeking new opportunities and innovations (Hult et al., 2004). Miller (1983) views the proactiveness as a facet of 
assertiveness, which is related to the decision making strategies to be greater than their competitors. Salavou and 
Lioukas (2003) found the great capabilities of proactiveness behavior in performing innovations. They highlight 
proactiveness as essential, particularly in SMEs to be innovative, whereby the larger amount of proactiveness in need 
to prepare a greater of product innovativeness.   
Risk taking is “comprehended by top management preference to undertake activities of high or low risks” (Salavou 
& Lioukas, 2003, p. 100). The managers and top management need to be courageous in taking risks to take on actions 
that cause either high or low impact to the organizations. Thus, to succeed, organizations should be risk-taking takers 
in allocating more resources (Wiklund & Shepherd, 2005) to innovate (Avlonitis & Salavou, 2007) or 
commercialization their innovations (Kaufmann & Tödtling, 2002). An entrepreneurship business needs to behave 
according to the entrepreneurial manners in order to expand the organizations’ success (Lumpkin & Dess, 1996). In 
addition, Salavou and Lioukas (2003) establish that the higher the capability of risk taking the higher the intention to 
launch more products radical innovations. Therefore, they highlight the importance of risk taking in organizational 
for a driving force to innovative behavior.  
As a result, the innovativeness, proactiveness and risk-taking postures of the top managers appear to be major 
interests in order to develop the capacity for innovation in organizations. Consequently, the above discussion leads 
to the proposed conceptual framework as follows: 
 
        P1: Entrepreneurial orientation will have a positive relationship with organizational innovation. 
    
 
 
Figure 1: Proposed conceptual framework 
3. CONCLUSION  
This concept paper is expected to contribute to the understanding of the correlation between EO and organizational 
innovation in Malaysian SMEs.  Specifically, this paper will look and highlight the importance of issues related to EO, 
as well as proving that the EO performs a crucial role in establishing a significant competitive advantage for the SMEs, 
and subsequently ensure a better organizational performance. Therefore, this study also hopes to give towards the 
theoretical consistency of knowledge through the investigation of the relationship between EO and OI in SMEs.  
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